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Year 1 capital expenditures are highest in Seattle and lowest in Tucson primarily

because of differences in fiber installation costs

Year 1 CapEx by Market for Building at 500 Feet

Primary Drivers
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Preliminary Results 25

Differences in operating costs are primarily due to differences in customer
premise costs
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Year 1 OpEx by Market for Building at 500 Feet
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Long Distance Operating Costs

Network Maintenance
Revenue Sharing

Year 1 Marketing Costs (SG&A)

Ongoing SG&A Costs

Customer Premise Costs

Primary Drivers

» Customer Premise costs have the
greatest impact on OpEx differences
across markets

— Variations in rent to building
owners account for much of this
variation

~ Rents for Tier 1 cities can be 50%
more than those for a Tier 3 city
due to demand

* Differences in franchise agreements
also account for a significant portion of
the variation

— Cleveland, Dayton, St. Paul, and
Seattle do not have any franchise
agreements (but have higher
upfront for permitting costs)

— Tucson has a very high franchise
agreement cost at 5.5% of annual
revenues

— Greenville charges an annual fee
of $1,000 in lieu of a percent of
revenues
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Agenda 26

Today’s discussion

e Background & Introduction

e (Current Results

. * Model Architecture Design I

* Assumptions and Sources
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Model Architecture Design 27

The model builds on a choice of city, a choice of technology, what we define as
“breakeven”, and a lateral distance

2 Cleveland, Dhio

Greenville, South Cardlina
St. Paul, Minnesota
Seattle, Washington
Tucson, Arizona
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Model Architecture Design 28

For a building in Cleveland at 500 feet from CLEC fiber, we have the following
capital expenditures...

Municipal Cost
¢ Application Fee

$150,000 * Per Foot Trenching Fee

| * Inspection Fee

} e Other

: $131,426 .

Y Municipal 08t

} RS €  Municipal Cost

1 . . Fiber & Conduit Cost

\ Fiber & Conduit -

" 4_ Network Cost

|

83% Installation Costs
- $90,000 j
@ H
E | Network Cost
Q | -
S 33% Splicing Equipmen% 34% ADM Port Cards
5
>
$60,000 )
<4 Customer Premise
Cost 33% ATM Switch Port Cards
Customer Premise Costs
/ 0.4% Bldg.
$30,000 - Entrance Fee\
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Set Up > Electronics
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Model Architecture Design 29

The same Cleveland building results in the following operating expenses through
year 5...

LD Costs
* Customer Care & Retention Expense
* Cost of Goods Sold
* Access
$35,000 | * POP-to-POP Transport
; + Other
\
| s30061 Year 5 SG&A Costs
30,000 .
$30,000 | 23% Bad Debt Expense -
|
J 15% Billing Expense -
$25,000 $11.277 ) $23,686 62% Customer Care &
$22,553 TA%.%! 323,291 Retention Expense
s20000 tor s Qe o
‘ ‘ . s1277 4— Long Distance Costs
| s127 sii271 suzm 2% Pole Attachment Fees
$15,000
p 10,886
= SG&A Costs
$10,000 - 3054 $3.054 51054 o Outside Plant 98% Fiber Maintenance
e $56 Operating Costs
$56
1 Year 5 Customer
$5.000 - g_ume_rc \ Premises Costs
’ remises Costs
18% Monitoring
$- o ' ! 22% Power Supply
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Model Architecture Design 30

The capital expenditures are driven by five main investment components: building
electronics, lateral fiber and conduit, network core, municipal costs, and
capitalized labor and setup

i 1 Signifies input driven off demand
L _ - which is a function of revenues

Customer
Premise

Electronics

Opt :A\\AE'\’&;”; Port 0 i DS3S
Ot

Hanging cost

o Aerial
S/t

hing cost

Lateral Fiber, o Underground ° Trenc!qﬂ

Conduit &
Installation Conduit cost Sft

- N Fiber cost
Fiber cost $/ft Sit/strand °

In addition to upfront capital costs, we
assume monthly capital reinvestment
of 1.04% of Cumulative CapEx
beginning in Year 5

Customer
Premise

Capitalized
- kabor and Setup
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Model Architecture Design 31

Operating expenses are driven by five components: SG&A, customer premise
expenses, maintenance expense, long distance costs and revenue sharing

i Signifies input driven off demand
« - _ which is a function of revenues

Bad Debt Bad Debt as ®» of Revenue Premises Ravenue
Incremental
SG&A

Customer Service T i Promises Reyvany

Biling st as ". of Revenus Premisos R

Customer
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Operational
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Maintenance
Expense

Long
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Costs
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Model Architecture Design 32

From the CapEx and OpEx models we develop cash outflows from investment and
operations and then solve to find the breakeven revenue that results in net present
value of zero

CLEC Financial Assumptions

Cash Inflow

Cash Outflow Cash Outflow R ,
(Investment) (Operations) ( evenue * Weighted Average Cost of Capital
Generation) = 15%
Year 1 Year 5 Year 1 Year 2 Year 3 Year 4 Year 5 * Corporate Tax rate = 40%

¢ Straight line depreciation
assumed
Terminal value of premises: 10x
EBITDA

Capital
Reinvestment
We assume 1.04% monthly
Capital Reinvastment
beginning in Year 5

Netwk. Exp.
Fiber & Conduit
Municipal Cost

vs TR4 Ty

[ Taxes
""""""""""""""" ! Note: The model has the
— J J flexibility to calculate
Y N Model revenue required at a
number of different
Our CapEx Model feeds into Our OpEx Model feeds into Output “breakeven” definitions
Cash Outflow from Investment Cash Outflow from Operations = ——————" including those related to

Solve to find reven : IRR, NPV and Funding
vetot ue ! Requirement at any level
1

(Assume constant each year)
1
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Today’s discussion

e Background & Introduction
e Current Results

* Model Architecture Design

l e Assumptions and Sources l

S 683.133 EJV CLEC Cost Model 6.19.01 FI NAL Final CSMG

CONFIDENTIAL



Assumptions And Sources 34

The following are the specific market inputs for capital expenditures...

Customer
Premise
Electronics

Lateral Fiber,
Conduit &
Installation

Network Core

Municipal
Costs

Customer Premise Electronics Akron Cleveland Dayton Greenville St Paul Seattlte  Tucson
Optical ADM (Cisco 15454 or 15327)
Optical ADM Port Card (per DS-3)

Interview with tacilities-based provider: Interviews with network engincers: CSMG analysis

Lateral Fiber, Conduit & Installation Akron Cleveland Dayton Greenville St Paul Seattle Tucson
%Age Underground Conduit
Cost of Fiber {per strand per foot)
Number of Strands per cable
Cost of Terrestrial Conduit (per duct per foot)
Cost of Fiber Trenching (per foot)
Cost of Aerial Fiber Install (per foot)

Minimum Cost of Installation

Sources: Interviews with city officials for each market: Interview with facilities-based provider: Quotes from

equipment vendors: [nterviews with fiber installer contractors from various markets: Bureau of Labor Statistics:
CSMG analysis

Network Core Akron Cleveland Dayton Greenville St Paul Seattle Tucson
Splicing Equipment

POP Optical ADM Port Card (per DS-3)

POP ATM Switch Port Card (per DS-3)

Sources: Interview with facilities-based provider: Interviews with network engineers: CSMG analysis

Municipal Costs Akron Cleveland Dayton Greenville St Paul Seattle Tucson
Permitting Costs - Fixed Component
Permitting Costs - Variable Component {per foot)

Note: Tuscon Variable component starts at $0.17 per foot and gradually declines to $0.10 by 6,500 feet

Sources: Interviews with-city officials from each market; CSMG analysis

Customer Premises Capitalized Labor & Setup Akron Cleveland Dayton Greenville St. Paul Seattle Tucson
Building Setup (Racks, HVAC, Security, UPS, Risers
Labor Cost for Setup
Initial Entrance Fee
Sources: Interviews with network engineers; Interviaw with national building owner/operator; Buresuiof Labor -
Statistics; CSMG analysis = T v b T i R o

Note: Data is rounded and calculations based on these rounded numbers may not exactly equal cost depicted on page 28
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Assumptions And Sources 35

The following are the specific market inputs for operating expenses...

Incremental
SG&A

Customer
Premise
Costs

Network
Maintenance
Expense

Long
Distance
Costs

Incremental SG&A Expenses
Customer Care Expense
Billing Expense
Bad Debt Expense

Sales & Marketing Expense (As a multiple of 1st month's revenue)

—C Annual Reports:

Customer Premise Costs Akron Cleveland Dayton Greenville St Paul Seattle  Tucson
Electricity Cost (per bldg. per year)
Annual Power Rate Increase
Rent (per bldg.)
Annual Rent Increase
Monitoring Cost (per bldg.)

Annual Monitoring Cost Increase

Network Maintenance Expenses Akron  Cleveland Dayton Greenville St Paul Seattle Tucson
Fiber Maintenance (per foot)

Pole Attachment Fees (per foot)

Sources: Bureau of Labor Statistics: Inferviews with facilities-based providors: CSMG analvsis

Long Distance Costs Akron Cleveland Dayton Greenville St Paul Seattlie Tucson
Long Distance Revenue as % of total Revenue
Long Distance Cost as % of LD Revenue

C CSMG analvsis

Revenue Sharing Costs Akron Cleveland Dayton Greenville St Paul Seattle Tucson
Ongoing Revenue Sharing (%age of Revenue)”
Note: Although this cost was considerable in recent years, the relative leverage between builing owner and provider has shifted
significantly over the past several months such that builing owners no longer have expectations of revenue sharing arrangements with
providers
Franchise Agreements (% of rev. per year)

__Flat Franchise Agreement SperYeat) |
Sources: Interview with national buliding owner/operator; interviews with city officials from each market; CSMG
_analysis RN e R TR

Note: Data is rounded and calculations based on these rounded numbers may not exactly equal cost depicted on page 29
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Assumptions And Sources 36

Note that we assume there is no existing conduit available for lease, a relatively
conservative assumption. If we run the model assuming a CLEC leases condauit,
the revenue breakeven frontiers are substantially reduced, especially at longer
distances...

Annual Revenue Breakeven Threshold (NPV = 0) by Distance per Building

Akron, Chio

Cleveland, Ohio

Dayton, Ohio

Greenville, South Carolina

St. Paul, Minnesota

Seattle, Washington

Tucson, Arizona
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